Abstract
Introduction

1.
The motives for keeping inventories differ among companies, depending on, if the inventory is designed for a process, for a flow of materials, or for a function it has to accomplish for a company (Friberg, Nilsson & Warnbring, 2006) . Inventory represents a large (if not largest) portion of assets of manufacturing firms and as such, makes up an important part of the balance sheet items. It is, therefore, crucial for investors who are analysing stocks to understand how inventory is valued (Investopedia, 2010) . If materials are purchased exactly as required in production, the cost of a particular consignment could be immediately attributed to a specific job or production order. Frequently, however, materials are purchased in large quantities at different prices and issued to production in smaller lots. In attempting to establish costs of production, therefore, the cost accountant has the problem of identifying the material costs of each issue of stock from the stores to production department of other department (Adeniji, 2009) .
In practice, prices fluctuate due to a number of reasons. Such reasons are: Inflation, changes in world commodity prices, buying from different sources, differences in quantity discounts, and others. It is clear that there may be a number of identical materials in the store bought at different prices. When one of these materials is issued, it is necessary to determine the price at which it should be charged (Investopedia, 2010) .
According to ICAN (2009) The standard, however, lays more emphasis on three methods. These are: FIFO, LIFO , and WAP. In line with the Statement of Accounting Standards (SAS) No. 4, the selection of each of these methods is usually guided by the principle of matching of cost with revenue. In this study, efforts would be made to critically look at the various arguments on the superiority and relevance between FIFO and WAP inventory valuation method in the Nigerian textile industry.
Statement of the Problem 2.
From a practical point of view, companies have to consider which costs need to be included in the pricing of materials when valuing inventories. It is important that companies, for financial reasons, are aware of all the rules and regulations surrounding this issue. However, the other aspect, quantity, is as essential as the pricing of material. In order for a valuation to be correct, the quantity on hand needs to be accurate (Friberg et al., 2006) .
The FIFO and WAP inventory methods can result in different cost of goods sold in naira amount and they affect the figure of closing inventory. These differences are important because they affect the manufacturing company's financial statements. The cost of goods sold is usually one of the large assets on their balance sheets.
As a result of the issues raised above, there is need for a superiority test between the two commonly used inventory valuation methods that are recommended by IFRS and their influence on the financial reporting in the Nigerian textiles industry.
Objectives of the study
The main objective of this study is to examine the inventory and reporting practices in the Nigeria textile industry, testing the superiority between FIFO and WAP stock valuation methods in the industry. The specific objectives are:
1. To ascertain the common method being used by the Nigerian textile firms in valuing of their inventory. 2. To find out the method preferred between FIFO and WAP by the firms in the industry and why. 3. To provide acceptable basis of valuing inventory for the determination of cost of closing stock figure and cost of goods produced for sale.
Hypotheses of the Study
In order to assist in achieving the objective of the study, the following null hypotheses are formulated in order to provide for statistical test: Ho1: Nigerian Textile firms does not use either of FIFO or WAP method in valuing their inventory. Ho2: There is no acceptable basis in valuing inventory for the determination of cost of closing stock figure and cost of goods produced for sale in the Nigerian Textile Companies. Ho3 : The majority of the firms in the Nigerian Textile Industry does not prefer FIFO to WAP as a method of Inventory valuation.
Significance of the study
The study will enlighten individuals and organizations on the appropriate valuation and reporting practices of inventory.
To the global economy, the paper will enhance adequate contribution to organization(s) that will be making use of the recommendations of the recent write up, in terms of effective inventory valuation. The research will also assist organizations that use inventory to evaluate the role played by inventory management system in safeguarding against fraud, waste, inefficiency and inaccuracy and help in securing compliance with company's policies and evaluating the level of performance in all areas or divisions of the companies.
Scope of the Study
This research work would be based on inventory valuation and reporting practices in Textile Industry in Nigeria: superiority test between FIFO and WAP, evidence from selected Textile companies within North west political zone of Nigeria. The focus of the study was on inventory practice and reporting and testing the superiority between the FIFO and WAP methods as it applies to the Nigerian Textile Industry.
Review of Related Literature 3.
Conceptual Framework
Stocks (otherwise referred to as Inventories) are items of value held for use or sale by an enterprise and usually comprise, raw materials and supplies used in production, work-in-progress and finished goods. The statement also stressed that, Stocks include those finished goods and livestock awaiting sale, work-in-progress, raw materials and supplies to be consumed in the production of goods or the rendering of services (Adeniji, 2009) .
The American Institute of Accountants, as cited in Yusuf (2003) , defined the term inventory as "the aggregate of those items of tangible property which (1) are held for sale in the ordinary course of business, (2) are in process of production for such sale or (3) are to be available for 'sale'. In Nigeria, inventory is usually referred to as stock-in-trade or work-in-progress. Stock may consist of (i) Raw materials and supplies to be consumed in production (ii) work-in-progress, or partly manufactured goods and (iii) Finished stock or goods ready for sale.
Inventory valuation using a periodic inventory tracking system is an important part of determining the cost of goods sold for a business. Businesses can choose which method to use when preparing their financial statements and each will have their own effects on the income statement and the balance sheet. There are two different tracking methods that a business can use: the perpetual inventory system and the periodic inventory system (Boardman, 2010) . Under a perpetual inventory system, inventory items are accounted for when they are purchased and when they are sold. Perpetual inventory systems keep a running track of units and dollar costs to provide up to the minute inventory valuations (Boardman, 2010) .
According to Akin (1995) , as cited in Lawal (1998) , Inventory management is the process of ensuring that the stock held by the organization is supplied to units that require the items, bearing in mind the factors of cost, time, location, quantity and quality. Lawal (1998) stresses that inventory management rest on the right material in the right quantity at right time and place, with the right cost. Olowe (2009) opined that inventory management is concerned with efficient of stocks to achieve an optimum inventory in the firm's working capital. Kurfi (2003) also stressed that, inventory form the linked between production and sales of product, it represent the major current asset investment in most manufacturing firms. A proper stocking process is required to ensure that items are available whenever needed.
(1999) cited in Sagagi (2005) , in general, the Nigerian textile industry is divided into spinners and non-spinners. Most of the spinners are also weavers and together account for some 80% of the available weaving capacity. Two-third of the spinners are located outside Lagos, they are mostly found in Kano, Kaduna and one each in Gusau, Funtua, Ilorin, Aba, Onitsha and Ado Ekiti.
Material pricing Issues
According to The Institute of Cost Accountants of India (2009), one of the important aspects of issue control is of pricing of the issues. Material is issued to production and it is necessary to find out the consumption value of the material. However the question is that at what price the issue is to be charged. Obviously the answer is that the issues should be priced at the same price at which they are purchased.
Valuation methods of inventory according to IFRS and US GAAP
The item 'inventory' can be defined according to International Financial Reporting Standard (IFRS) as assets; held for sale in the ordinary course of business; used in the process of production for sales, and existing in the form of materials or supplies to be consumed in the production process or in rendering of services. Inventory owned by a manufacturing company typically include: Raw materials (RM), Work in progress (WIP) and finished goods. According to Epstein & Jermakowicz (2010) cited in Lexell and Lindstedt (2010) , the valuation methods of inventories are regulated by both IASB and FASB. Under IASB, 'IAS 2 -Inventories' is regulating FIFO as an allowed inventory method. LIFO is regulated in the 'Internal Revenue Code, Section 472' in the United States, while FIFO is allowed under both SAS and IFRS (IAS) 2, 'Inventories'. When measuring the cost of inventory IFRS provides that, an entity can elect to use one of three methods, FIFO, WAP, or SI. IFRS prohibits the use of the LIFO approach. US GAAP on the other hand allows LIFO. IFRS requires that inventories be reported above cost at companies operating in certain specialized industries (eg Agriculture, mining and broker dealer). US GAAP: Inventories rarely will be reported above cost (exceptions are extremely limited).
First-In, First-Out (FIFO) inventory valuation method
FIFO is, according to Comiskey et al. (2008) as cited in (ibid), a valuation method of inventories allowed under both IFRS and US GAAP. Within FIFO, companies account for selling the products in their inventory that were purchased first, which means that the COGS is small assuming that prices increase. The inventories on the other hand, are larger compared to LIFO. Further explain that with decreased COGS; the net income will be higher, which will generate higher income tax provision than if LIFO was used. Therefore, the COGS will be calculated as low during inflations with the earliest purchased inventories valuated in COGS. The last purchased items are valued in the inventory and generate higher valuation of inventory (Comiskey et al., 2008; Bragg, 2004 in Ibid) . During periods of decreasing prices, FIFO would lead to higher expenses since the earliest bought products cost more and are valued in COGS.
Last-In, First-Out (LIFO) inventory valuation method
LIFO is an inventory valuation method in accounting, which is acceptable according to US GAAP but not by IFRS. According to Comiskey et al. (2008) cited in Lexell and Lindstedt (2010) , LIFO is not allowed by IFRS since companies using LIFO show a lower income when prices increase. Hence, LIFO shows a lower net income than American companies using FIFO and consequently smaller income tax provision in the United States. Until 1930, American companies used LIFO even though FIFO was the acceptable accounting standard. The applicability of LIFO was questioned since the tax payment differed between the two methods.
According to Hoffman and McKenzie (2009a) as cited in Lexell and Lindstedt (2010) , in 1930, a verdict from the Supreme Court in United States stated that LIFO was not accepted as an accounting valuation method of inventories. However, this was changed in the Revenue Act of 1939 which allowed LIFO in accounting, but only if it was used for financial reporting as well. Professionals within accounting are separated between those who believe that LIFO does not show the real economic value of a company's inventory, and those who argue that LIFO is the best valuation method for inventories. An important matter is the comparability between companies that use LIFO and the ones that do not. Hoffman & McKenzie (2009a) cited in Lexell and Lindstedt (2010) , in 1984, AICPA proposed a rule regarding the use of LIFO as long as the American companies showed the difference between the reported LIFO and FIFO. Investors have to be able to compare the two methods in a convenient way.
Consequently, companies that use the LIFO method are required to give the information of their inventory valuation in accordance to the FIFO method as well in their financial statements.
FIFO Vs WAP 4.
According to Accounting Continuing Professional Education (2012), FIFO is a contraction of the term "first in, first out," and means that the goods first added to inventory are assumed to be the first goods removed from inventory for sale. WAP is a contraction of the term "Weighted Average Price," under this method; it is assumed that the cost of inventory is based on the average cost of the goods available for sale during the period. The average cost is computed by dividing the total cost or goods available sale by the total units available for sale. This gives a weighted average unit cost that is applied to the units in the ending inventory (Rajaskara and Lalitha, 2011). Both terms are accounting concepts used to value the cost of goods sold and ending inventory.
Issue
FIFO Method Materials flow
In most businesses, the actual flow of materials follows FIFO, which makes this a logical choice.
Inflation
If costs are increasing, the first items sold are the least expensive, so your cost of goods sold decreases, you report more profits, and therefore pay a larger amount of income taxes in the near term. Deflation
If costs are decreasing, the first items sold are the most expensive, so your cost of goods sold increases, you report fewer profits, and therefore pay a smaller amount of income taxes in the near term. Financialreporting There are no GAAP or IFRS restrictins on the use of FIFO in reporting financial results.
Record keeping
There are usually fewer inventory layers to track in a FIFO system, since the oldest layers are continually used up. This reduces record keeping.
Reporting fluctuations
Since there are few inventory layers, and those layers reflect recent pricing, there are rarely any unusual spikes or drops in the cost of goods sold that are caused by accessing old inventory layers.
Source: Accounting Continuing Professional Education (CPE), (2012).
WAP, is similar to the simple average price, except that whenever a new purchase is made, the costs is added to the value of the balance in hand and the total units purchased is also added to the units in stock. Thus, the new weighted average price will be determined by dividing total cost of the total material available by the total units in stocks. In the words of Abdullahi, (2011), when compared with other methods of material pricing, it is quite different from the others explained above because for every receipt of material, there is a need to arrive at a new average price.
The followings are some of the sterling advantages of WAP; (i) It evens out fluctuations in the price of materials.
(ii) The use of the method is not limited to materials with stable prices.
(iii) It presents a fair indication of stock values. Meanwhile, Abdullahi (2011), identified some disadvantages of WAP as follows; (a) it is difficult to operate, (b) ruling prices usually run to a number of decimal places, (c) issues to production and other uses may not reflect current economic values.
Review of Empirical Studies
The majority of companies use the FIFO inventory valuation method, while some opt to use the LIFO inventory valuation or the weighted average valuation method. There is no "correct" method; however, Heintz and Parry (2008) opined that FIFO can increase income shown on the income statements when older inventory costs are lower than newer inventory costs; cost of goods sold (COGAS) is lower which in turn increase gross income. They further stated that to change from the LIFO method to the FIFO method typically increases inventory and income in the period for which the accounting adjustment is made.
While using the WAP approach, both inventory and the cost of goods sold are based on the average cost of all units bought during a specific period. The WAP method has a different impact on the income statement compared to FIFO and LIFO (Invetopedia 2013) .
According to Rajasekaran and Lalitha (2011) , under WAP method, no particular flow of goods (either first or last) is recognized. Costs are to be assigned to cost of goods sold as well as goods in hand. The weighted average unit is calculated by dividing the total cost of similar units in a period by the related number of unitsIn a nutshell, inventory is a current asset. It constitutes a major part in financial statements of trading and more especially manufacturing concerns. In the words of Rajasekaran and Lalitha (2011) , after cash and receivables, this plays an important role. They further stressed that the term inventory refers to the stock pile of the products a firm is offering for sale and the components that make up the product. It is a well-known fact that inventories have their own effect on the liquidity of enterprises. Therefore, the correct position of a firm can be determined only if the inventories are valued correctly.
Inventory emerges in various forms which may include stock of raw materials, sub-assemblies, semi-completed goods (work in progress), finished goods and consumables depending on the type of enterprise (Juul,2002; Waters, 2003; Garrison and Noreen, 2003) as cited in Haribhai-Pitamber and Dhurup (2014) . In their recent research HaribhaiPitamber and Dhurup (2014) examined adherence to inventory control and valuation system among retail SMEs, using questionnaire administered to selected respondent using simple random sampling technique. The questionnaire comprised questions based on inventory control and valuation procedures, with closed-ended questions and likert scales. The results confirm that inventory methods have a positive association with inventory valuation methods and records. Therefore, this very research adopted the same methodology to examine the inventory valuation and reporting practices in the Nigerian Textile Industry.
Methodology
5.
The survey design was adopted for the purpose of this study. The population of this study is made up of all eight quoted and unquoted Textile Companies in Nigeria. The method of sampling that was employed in obtaining required data is random sampling method. This calls for random selection of respondents within the target population for the determination of sample size. Sample size of one hundred and fifty (150) respondents was drawn from the categories of the population.
The required data for this study is primary; however secondary data was also used to support the primary data and also to provide for literature needed.
One hundred and fifty (150) copies of the questionnaire were administered to the selected respondents. Descriptive method of statistical data analysis is used because of the nature of objectives of the study.
Data Presentation and Analysis 6.
One hundred and eighteen (118) questionnaires were retrieved from the total of 150 distributed. This figure represents about 79 percent which is a good representation. chi-square statistical technique result was also used to support the result of descriptive. The result came after the descriptive statistics result.
Discussion of Findings,
Internal consistency test of the questionnaire was carried out using SPSS version 16 with a Cronbach's Alpha coefficient result of less than .70. With this result, reliability test of questionnaire has failed. However, the result was reviewed and we found that the less than .70 was due to few items in the questionnaire and numbers of respondents. This however, led us to conduct the mean inter-item correlation test. The result of this second test was within the range of .2 and .4 to confirm the reliability of the questionnaire as recommended by Briggs and Check (1986) . 
Source: SPSS Version 16 outputs
The respondents to items 2 and 3 strongly agree that they know and understand both FIFO and WAP methods of inventory and how they operate. This suggests that there is no marginalization of the two methods of inventory among the respondents since they have the freedom to state their mind; they are not under pressure. They stand a chance to defend each method according to their choice that is based on practice. Item 4 in the questionnaire has a high score mean of 4.08 while item 5 recorded a score of only 1.46. This is a score that is far less than the average mean of 3. The score of 4.08 under FIFO means that majority of the firms in textile industry adopt FIFO method of inventory valuation. This comparative result is not abnormal as one of the results is expected to have a higher mean score while the other should have a less score or even zero. This because it is not always possible for a firm to adopt two methods of inventory valuation at same time, where they do it will be immaterial. The results of item 4 and 5 therefore reflect the method in practice. In this study, there are very few firms within the industry that practice both methods hence the results deviate as they are.
WAP with 1.46 indicates that some firms practice more than one method of inventory valuation; in this case FIFO and WAP. This result support the literature (Abdullahi, 2011) that FIFO method is always better than other methods of valuing inventory hence it is recommended for adoption (SAS No. 4 and IFRS, 2011) by firms.
Referring to our null hypothesis one, which states that Nigerian Textile firms do not use either of FIFO or WAP method in valuing their inventory, it is clear that the above results will stand to test it. The expected average score from the 5-point Likert scale questionnaire is 3; any result less than this figure has fail the test while any mean score higher than this average reflect agreement. The result of 4.08 means very strong agreement to the adoption and implementing FIFO method of inventory valuation in the firms that constitutes the textile industry. This FIFO and WAP results have also achieved the first objective of this study.
Items 6 to 10 are on the characteristics of FIFO and why the method should be preferred to WAP. The means scores of the five items are: 4.06, 3.73, 3.81, 3.95 and 4.04. The total average score is 3.92, a point that is far above expected average of 3. This is to state that all the scores in this category is significant in the sense that all of them fall into the agreement column. The first item on FIFO characteristics which states that it is simple to understand and operate has a mean score of 4.06; this is far beyond average of 3 from 5-point Likert scale. The second question which is equivalent to item 7, stresses that under FIFO, profit is stable as materials costs are charged on actual cost of acquisition. The statistical calculation of the responses has a mean score of 3.73, also a point that is higher than the average of 3. Item 8 from the statistical out is 3.81 with questionnaire content that FIFO method of inventory valuation produce better result in case of falling prices of materials. This is also in agreement with the opinion of Adeniji (2009) . In the same vein item 9 has a mean score of 3.95. The respondents to the questionnaire have agreed to the fact that FIFO method report closing value of inventory in representative manner in the financial statements. This result is of the same view with the study of Lere (1986) . The final item 10 states that FIFO method if adopted matches revenues against the cost of inventory, hence consistent with historical cost method. The descriptive statistics show a mean score of 4.04, indication high rank agreement with the item. This result is in disagreement with the study of Cooper and Kaplan (1988) .
Items 11 to 14 are the comparative characteristics of WAP over FIFO and why the method should prevail over FIFO method both in theory and practice but unfortunately all the results came out unfavourable. The descriptive statistics results from these items are: 1.81, 1.92, 1.83 and 1.75; they are all very low compare with the scores both in the FIFO and expected average mean score of 3. In a single sentence it can be inferred that WAP method of inventory valuation is acceptable when it is compared with FIFO method both in theory and practice.
The first item indicated that the method is better off when prices fluctuate while the second item shows that the WAP approach is a fair indication of inventory valuation. The items are in accordance with the assumptions of literatures (Dandago and Tijjani (2005) and ACCA (2005) but unfortunately these are at variance from the responses obtained from the practice in firms within the textile industry in Nigeria. From the descriptive results above, the scores are 1.81 and 1.91 far below the average score of 3. In the same vein, items 13 and 14 which state that value of inventory will be realistically represented in the financial statements and that in practice WAP is preferred to FIFO method of inventory respectively have weak results. The scores from descriptive statistics are 1.83 and 1.75 respectively.
Hypothesis two which states that there is no acceptable basis in valuing inventory for the determination of closing inventory figure and cost of goods produced for sale in the Nigerian textile firms can also be tested after comparing items 6 to 10 and 11 to 14 in the questionnaire. The average scores from FIFO method of inventory is 3.9 while WAP stands at 1.8. With these results, the hypothesis two will not be accepted because majority of the firms in the textile industry have accepted and adopted FIFO method of inventory valuation.
These results will also be used for testing the third null hypothesis which states that the majority of the firms in the Nigerian textile industry do not prefer FIFO to WAP as a method of Inventory valuation. With FIFO scoring 3.9 over the average determinant of 3 and WAP with the average score of 1.8 clearly shows that FIFO method is better and highly prefer and acceptable to WAP in terms of inventory valuation for any useful purpose in the industry. Items 15 and 16 with the mean statistics of 4.24 and 1.79 respectively are complementary and support to items 6 to 14 in the questionnaire, and there results are in agreement with the mean scores already discussed.
Summary of Findings
It can be inferred that there is no one single method of valuing inventory which is accepted as accurate in determination of cost of inventory in the Nigeria Textile Industry. There is freedom by individual firm to adopt any suitable method of its choice. Moreover, whichever method a firm chooses is dependent on the superiority of that particular method to other valuation methods. Furthermore, for the firms in the industry to adopt a particular method which suits their peculiarity and conformity with available standard and regulations, such chosen method must certainly be superior to any other, hence FIFO is superior to WAP method.
In the Nigerian Textile Industry, the actual flow of materials follows FIFO method, owing to this fact, most firms preferred and regarded FIFO as superior to WAP and others, that is in addition to the fact that the FIFO method matches revenues against the initial cost of inventory, hence consistent with historical cost method, and giving the fact that most firms adopt historical cost concept, as basic underlining assumption in preparation of their financial statements, hence, the preference for the FIFO method, and by extension its superiority to WAP and other methods of valuation.
Summary, Conclusion and Recommendations 7.
The main aim of this study is to examine the inventory valuation practice and Reporting in the Nigeria Textile Industry, testing the superiority between FIFO and WAP stock valuation methods in the industry. It is crucial for management and other operators of inventory activities to analyze and understand how inventory is valued since there are many methods of pricing for whatever purpose. The following are the summary of the major findings of the study i. It was discovered during the cause of the study that there is no one single specific method of valuing inventory which is accepted as accurate in determination of cost of inventory in the Nigerian Textiles Industry, therefore, individual firms adopt any suitable method of its choice; as such, most firms choose FIFO method. ii. Another discovery is that once a firm/ company has adopted or chosen a specific method of valuation from the beginning of its operation, it hardly changes to another one. Also FIFO method is discovered to be easier to apply than WAP and it (FIFO) gives a more realistic cost of closing stock. iii. The study showed that as a result of WAP matching revenue against the average cost of inventory i.e the average of historical and market costs, issues to production and other uses may not reflect current economic values. iv. It revealed that actual flow of material follows FIFO method, and also FIFO matches revenue against the initial cost of inventory, hence consistent with historical cost method.
Conclusion
This research has been a great success as all the hypotheses developed for the purpose were established. The FIFO and WAP inventory methods can result in different cost of goods sold in naira amount and they affect the closing inventory in naira amounts. These differences are important because they affect the manufacturing company's financial statements. It was established that FIFO method gives a more realistic cost of closing stock as such more superior to WAP method.
Recommendations
Based on the findings and conclusion of the study, the following recommendations are suggested: 1. Given the peculiarity of the Nigerian Textiles Industry, all the firms/ companies should be compelled by law to adopt only FIFO method in valuing and reporting their inventory, because it gives a more realistic cost of closing stock. 2. Most firms in the Nigerian Textiles Industry already adopt FIFO method, therefore for consistency and uniformity all firms within the Industry should be required to value and report their inventory using FIFO method. 3. For equity and fairness on tax issues to both the firms and the Government, FIFO method is most recommended for the Nigerian Textiles Industry, because it matches revenue against the initial cost of inventory and therefore, does not over-state or under-state profit of the firm. 4. Finally, the use of WAP method should be discouraged in the Nigerian Textiles Industry, because it matches revenue against the average historical and market costs, as such issues to production and other uses do not normally reflect the current economic values.
